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SPAIN - KEY ECONOMIC INDICATORS 


All values in million of current U.S. dollars unless otherwise stated. 
Average Exchange Rates: U.S. $1.00 = Pesetas 92.31 (1981); Pts 109.86 
(1982); and Pesetas 142.10 (1983 - First eleven months): 


INCOME, PRODUCTION, EMPLOYMENT 1981 1982 ZCHANGE AVAILABLE 
1982/81 1983 
GDP at Current Prices 186,505 179,654 14.6¢a) 155,910¢b) 
GDP at Constant (1970) Prices 53,333 Soa a 55 ,052(b) 
Per Capita GDP at Current Prices (US$) 4,949 4,717 = 14.4(a) 4,050 
Industrial Production Index (1972=100) 131.2 129.7 -1.1 130.6¢c) 
Housing Starts 
End of Period (Thousands) 210.5 198.5 -5.7 197.4(d) 
Index of Average Hourly Wages ; 
(Nov, Dec 1980, Jan 1981=100) 109.5 125.8 ’ 140.3¢h) 
Labor Force (Thousands) 13,065 13,248 ‘ 13,153¢e) 
Unemployment (Thousands) 2,010 2,260 ; 2,335¢e) 
‘Unemployment Rate (%) 4 . 19.1 ; 17.8¢e) 


MONEY AND PRICES (End of Period) 

Money Supply (M-3) (Billions of Pts) 13,447 = 15,611 17,174¢f) 
Central Bank Discount Rate (%) 8.0 8.0 8.0 
Consumer Price Index (1976=100) 242.2 276.2 305.1¢f) 
Industrial Price Index (1974=100) 283.1 312.9 ; 345.1¢g) 


BALANCE OF PAYMENTS AND TRADE 
Gold and Foreign Exchange Reserves 15,337. +11,530 : 11 ,030¢1) 
External Debt (Public and Private) 27,205 28,772 ‘ 28 ,995¢e) 
Exports, FOB 20,396 20,594 : 15,893¢1) 
U.S. Share (%) 6.7 6.4 - 6.71) 
EEC Share (%) 43.0 45.9 48.5¢i) 
Imports, CIF 32,282.3 31,651 3 23,759¢i) 
U.S. Share (%) 13.9 13.9 11.4¢4) 
EEC Share (%) 2.0 $t.2 32.7¢i) 
Trade Balance -11,857 -11,020 -7,866¢i) 
Current Account Balance - 5,042 - 4,090 -2,298(j) 


MAIN IMPORTS FROM U.S. (1982): Soybeans and Meal, $724; Corn,$605; Coal, 
$366; Leaf Tobacco, $157; Data Processing Equipment ,$121; Aircraft and 
Parts, $119; Grain Sorgham, $99; Iron and Steel Scrap, $92. 

MAIN EXPORTS TO U.S. (1982): Footwear, $230; Iron and Steel Sheet, Bar and 
Pipe, $132; Bottled Olives, $82; Data Processing Equipment, $63; Tires, $26; 
Machine Tools, $21; Automobile Parts, $21; Petroleum Products, $20. 

NOTES: (a) Because of the high exchange rate movements of recent years, U.S. 
dollar comparisons are misleading, percentage changes are based on peseta 
values; (b) Embassy estimate; (c) Average of first 7 months; (d) first ten 
months raised to annual rate; (e) third quarter 1983; (f) November 1983; (g) 
July 1983; (h) August 1983; (i) October 1983; (j) December 1983. 

MAJOR SOURCES: Bank of Spain's Statistical Bulletin, National Statistics 
Institute's National Income Accounts, Survey of Active Population, and 
Ministry of Economy and Finance's Trade Statistics. 





SUMMARY 


Spain's Socialist government can point to some solid economic 
achievements in its first year in office. Economic growth. led by 
exports. rebounded, the rate of inflation slowed. the balance of 
payments improved. and growth in the public sector deficit was 
arrested. The policies needed to bring about economic improvement 
also had negative repercussions: unemployment and job loss continued 
to grow, domestic interest rates were high and domestic investment 
continued to slump. The government's first year in office was spent 
laying the groundwork for Spain's “reindustrialization” which should 
put the country in a very strong competitive position in 
international markets by 1987. Best prospects for U.S. business are 
in Spanish export sectors. high technology areas and services. The 
Foreign Commercial Service has planned major promotional events in 
line with these best prospects. 


RECENT TRENDS 


After one year in office. Spain’s Socialist government can point to 
solid improvements in a number of key economic indicators: 


--a 2 percent reduction in inflation: 

--a resurgence of industrial production. domestic demand. and 
exports: and 

--stemming the loss of foreign exchange reserves from a flood of 
$3.5 billion in 1982 to a trickle of about $350 million in 1983. 


While some of these improvements could be attributed to the robust 
economic recovery in the United States. the Spanish government's 
policies of maintaining control over the basic macroeconomic 
variables of inflation. budget. and balance-of-—payments put Spain in 
a position to take advantage of the U.S. recovery when it 
materialized. On the negative side of the economic ledger. the 
first year of Socialist rule produced no improvement in the 
unemployment problem and tight money and high interest rates 
combined to stymie a takeoff in domestic investment. 


The Socialist government spent its first year laying the groundwork 
for a wide-ranging reorganization of the country’s productive system 
which will be implemented over the next three years. The government 
intends to pursue a two-pronged policy of reindustrialization. 
First. basic sectors such as steel. shipbuilding. textiles. and 
capital equipment will be merged. consolidated and generally made 
more efficient and competitive in international markets. This 
process will necessarily cause some job displacement as redundancies 
and overcapacities are eliminated. The second step is to redirect 
the country’s human and financial resources to new industrial 
sectors which offer opportunities for future expansion. Among areas 
under consideration for this second stage are food processing. 
micro-electronics. military systems and applied robotics. 
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Spain is actively seeking to establish joint ventures to acquire the 
technology necessary to implement this program. The government 
estimates that the cost of the restructuring will be $6 to $7 
billion and a reduction in 40 to 60 thousand jobs. The industrial 
adjustment process will be socially wrenching: however. the 
government plans to cushion some of the shock via temporary 
subsidies to business and job retraining programs for labor. With 
its parliamentary majority and party unity. Spain’s Socialist 
government has the opportunity to implement the industrial 
transformation they have planned. 


CURRENT ECONOMIC SITUATION 


GROWTH: The Spanish economy began to climb out of a trough of 
stagnation in 1983. recording its highest level of economic activity 
since 1978. Real growth in gross domestic product (GDP) was in the 
range of 2.0 to 2.5 percent. according to preliminary official 
estimates. This level of economic growth represents a significant 
improvement over the 0.7 percent real growth averaged from 1979 to 
1982. The modest economic recovery of 1983 resulted from a strong 
surge in export volume (8 to 9 percent in real terms) and a pick-up 
in domestic demand (up 1.1 percent over 1982). There was also a 
slight increase in the rate of growth of domestic investment (up 0.2 
percent in 1983 compared with the negative rates of domestic 
investment growth in the past two years). 


Industrial production was the primary engine of recovery from the 
supply side of the national accounts as manufacturing output jumped 
in a range of 3.0 to 3.5 percent in 1983 after five consecutive 
years of stagnation (a five-year average of zero growth). 
Agricultural output was up 2.5 to 3.0 percent despite the harmful 
effects of both prolonged drought and devastating floods. 
Construction activity fell one percent in 1983 due primarily to a 
drop-off in public sector investment. With the exception of 1982, 
which was buoyed by pre-election public spending. the construction 
sector has registered negative rates of growth since 1975. The 
service sector was estimated to have maintained its recent trend of 
about 2 percent real growth. although available economic data from 
this sector was extremely fragmentary. 


Spain's Medium-Term Economic Program for 1984-1986 was published in 
October 1983. and outlined the government's economic goals for the 
next three years. The program calls for economic growth to average 
3 percent based on continued strong export growth. a gradual 
increase in private sector consumption. and a marked pick-up in 
domestic investment. The plan depends. in large part. ona 
sustained economic recovery in the industrialized world and a 
general rebound in international trade. 


For 1984, the plan calls for 2.5 percent real growth led by a 8.5 
percent increase in export volume, and a 4.5 percent jump in 
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domestic investment. Private consumption is projected to grow at 
half the rate of 1983 due to the combination of a reduction in real 
wages and higher taxes. Public sector consumption will! also provide 
less of a stimulus than in 1983 due to budgetary expenditure 
restraint. 


FOREIGN TRADE AND PAYMENTS: The foreign trade sector (exports minus 
imports of goods and services) accounted for about half of Spain's 
GDP growth in 1983. Based on statistics through the first ten 
months of the year and compared with the same period of 1982. the 
value of Spain's exports measured in pesetas jumped 28 percent while 
imports grew 23 percent. Because the U.S. dollar appreciated 31 
percent against the peseta in this time frame. year-to-year 
comparisons in dollars can be misleading. Measured in dollars. 
Spain's exports fell 3.4 percent to $15.9 billion and imports 
dropped 6.1 percent to $23.8 billion. The beneficial effect to 
Spain from its $1.5 billion drop in imports and $500 million drop in 
exports was a reduction of about $1 billion in its trade deficit 
(from $8.8 billion in 1982 to $7.8 billion in 1983). (NOTE: While 
the merchandise trade figures are based on data for 10 months. the 
remainder of the balance of payments is based on data for 9 

months). The service or invisibles sector of the balance of 
payments made a reduced contribution in 1983 due to a combination of 
a decline in tourism income and a jump in payments for interest. 
profits. royalities and technical assistance. Net inflow on the 
service account was $2.9 billion through September 1983 compared 
with $3.3 biltion in the first three quarters of 1982. The net 
foreign exchange inflow from private transfers (basically 
remittances from Spanish workers abroad) was down from $1.1 billion 
to about $900 million. The decline in transfers and tourist income 
are explained primarily by the exchange effect of translating these 
flows into dollars: measured in pesetas. both net remittances and 
net tourist income registered increases (of 3 and 25 percent 
respectively). 


Despite lower net dollar inflows on invisibles. the government 
estimates that the 1983 deficit on current account will be about 
$1.5 billion less than in 1982 (which was $4.1 billion) due to 
continued improvement of the trade account. 


The capital account registered a net inflow of $1.6 billion through 
the first nine months of 1983. a 50 percent increase over net 
inflows of long-— and medium-term capital in the same period of 
1982. The capital account improvement resulted from a drastic drop 
in Spanish investment and credit outflows rather than from an 
increase in foreign investment and foreign borrowing. Net Spanish 
private investment abroad fell 60 percent to $195 million and net 
foreign credits provided by the Spanish private banking system 
plunged 82 percent to $205 million. By contrast net foreign 
investment inflows fell 16 percent to about $1 billion. Net private 
sector borrowing sank 76 percent to $400 million and net public 
sector borrowing dropped 26 percent to $750 million. 
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The bottom line for the balance of payments is that total foreign 
exchange reserve loss should be about $350 million in 1983 compared 
with a $3.5 billion loss in 1982. In addition. because of the 
moderation in net foreign borrowing. the foreign debt should 
register only a small increase from $28.8 in 1982 to $29.5 billion 
at yéar-end 1983. 


UNEMPLOYMENT: Despite the pick-up in economic activity. 

unemployment continued to grow in Spain. According to statistics 
through the third quarter of the year, 2.3 million Spaniards (17.8 
percent of the active population) were unemployed. Over 40 percent 
of the unemployed are young people who have never held a job. These 
first-job-seekers also represent the fastest growing category of the 
unemployed accounting for almost 60 percent of the increase in 
unemployment over the past 12 months. 


In an effort to address the problem of youth unemployment. the 
government has instituted a number of modifications in Spain's labor 
practices with the intention of making it easier for employers to 
hire (and fire) additional workers. These changes are intended to 
give employers more flexibility in contracting young people for 
part-time. seasonal. and temporary jobs. 


Providing youth jobs opportunities is especially difficult in a 
shrinking job market. The number of people employed in Spain fell 
to 10.7 million in the third quarter of 1983. a thirty-year low. 

The process of industrial adjustment has contributed to the planned 
elimination of redundant jobs in the economy for 10 consecutive 
years. There were over 2 million fewer people employed in 1983 than 
in 1973. 


The government campaigned. on a platform of creating 800.000 net new 
jobs in the Spanish economy by the end of its electoral mandate in 
1986. No progress was made toward reaching this goal during the 
government's first year in office: however. government policymakers 
are confident that planned modifications in labor regulations. wage 
moderation, and an export-—led recovery will allow the country to 
begin creating net new jobs in 1984. 


FOREIGN INVESTMENT: Providing incentives to attract foreign 
investment is a key element in the government's efforts to improve 
Spain’s international competitiveness. Government incentives are 
provided on a case-by-case basis for investments which transfer 
modern technology. provide employment in depressed regions of the 
country. or increase exports. Spain's external tariffs are 
considerably higher than those of the European Community (EC) for 
most manufactured products: at the same time. Spain‘s 1970 
preferential trade agreement with the EC gives Spanish manufactured 
products advantages over third country products in the EC. The 
combination of a relatively protected domestic market of almost 40 
million people and preferential access to the EC provide additional 
incentives for investing in Spain. 
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During the first 10 months of 1983. the net inflow of foreign direct 
investment was $600 million. portfolio investment was $31 million. 
and real estate purchases were $650 million. The net contribution 
of investments of all kinds to the Spanish economy was about $1.3 


billion during 1983, about the same amount as was recorded in the 
same period in 1982. 


WAGES AND PRICES: The increase in the consumer price index through 
the first eleven months of 1983 was 10.5 percent. a drop of one 
percent compared with the same period in 1982. Official estimates 
puts calendar year 1983 inflation at around 12 percent. a 2 percent 
reduction from 1982. Economic policymakers believe that a sharp 
reduction in inflation is a necessary prerequisite to a program of 
creating employment. Failure to tame inflation would only 
perpetuate recent job-loss trends and complicate management of the 
balance of payments and public sector finances. 


The government‘s economic program calls for holding the level of 
inflation to 8 percent in 1984, 7 percent in 1985 and 6 percent in 
1986. To achieve these goals. the government has asked labor to 
accept moderate losses in real wages. The 1984 budget restricted 
the increase in wages for government employees to an average of 6.5 
percent. This example of the public sector austerity was suggested 
as a guideline for private sector wage negotiations as well. The 
government‘s policy is to achieve a significant reduction in unit 
labor costs in order to restore business profits and international 
export competitiveness. Over the medium term. such a policy would 
theoretically stimulate domestic investment and create new jobs. 


PUBLIC SECTOR FINANCE: The rapid growth of the public sector 

deficit in recent years strained the financing ability of domestic 
capital markets. In order to insure non-inflationary financing of 
this deficit. the government has had to capture increasing 
percentages of the financial resources of the banking system. One 
of the primary goals of the government‘’s economic policy was to halt 
the exponential growth of the deficit and gradually reduce its rate 
of growth. To implement this policy. taxes were sharply increased 
and public consumption and capital expenditures were restrained: 
however, transfer expenditures continued to balloon in order to 
provide a social welfare safety net for Spain's rapidly aging and 
increasingly unemployed population. 


Through the first 10 months of the year. government revenues 
increased 26 percent compared with the same period of 1982 while 
expenditure growth was held to 18 percent. Of note was that the 
increase in public sector salaries was only 5 percent while 
increases in pensions and social security transfers jumped 26 and 33 
percent respectively. 
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The government plans to hold the public sector deficit to 6 percent 
of gross domestic product (GDP) in 1983 (about the same level as in 
1982) and gradually lower the rate of growth of the deficit by 0.5 

percent of GDP in each of the subsequent years. 


IMPLICATIONS FOR U.S. BUSINESS 


Prospects for increased US exports to Spain for 1984 are limited by 
the overall trends in the economy and the dollar/peseta exchange 
rate relationship. Only two sectors of the Spanish economy offer 
strong growth prospects: the export sector, which accounts for about 
20 percent of Spanish GDP. and domestic investment. which presumably 
will be mainly in export industries. Little change in the pattern 
of U.S. exports to Spain from 1983 to 1984 is foreseen with products 
such as computers. peripherals. robotics. food processing machinery. 
and chemicals holding their own or increasing a bit. Price 
sensitive U.S. exports such as soybeans, corn, coal and other raw 
materials suffered in 1983 because of the strong dollar. As a 
result. U.S. exports declined 20 - 25%, versus a small drop in total 
Spanish imports. yielding a reduction in the U.S. share of the 
import market from 14 percent in 1982 to 11.4 percent in 1983. 

In addition to other factors. petitions to the U.S. Government for 
relief from imports and perceived unfair trade practices. could lead 
to retaliation by Spain against American exports. Spain's leading 
growth export to the U.S. in the last few years has been steel 
products. the focus of many of the import restriction actions. 


BEST PROSPECTS: Bearing in mind that the best prospects for US 


exports are those geared toward Spanish export industries and 
domestic investment. we see favorable prospects for the following 
product groups: 


Chemicals 

Computers and Peripherals 

Industrial Process Control Equipment 
Telecommunications Equipment 

Food Processing and Packaging Equipment 
Electronics Production and Test Equipment 
Electronic Components 


Of additional interest is the effect of the new PEIN. the national 
electronics and informatics industry development plan. which 
envisages major new public and private investment in this industry. 
While a considered judgement of the net effect of the plan will have 
to wait until it has been seen in practice. initially we see some 
good prospects for US equipment sales to the electronics industry. 
for transfer of technology and for investment. 
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DEFENSE CONTRACTS: Spain’s incorporation into NATO has led to a 
robust market for U.S. military vendors here. However. this market 
is tempered by the reality of Spanish Government budget 

limitations. It is also influenced by the country’s desire to 
improve its technical base through the acquisition of new production 
technology. The Direccion General de Armamentos y Materiales of the 
Ministry of Defense and an inter-ministerial committee (CADAM) is 
taking an increasingly sophisticated and demanding approach to 
industrial offsets. It now appears a 30 percent offset offer is the 
floor. It should be noted. also. that the offset concept is 
starting to be applied to non-military major projects. 

Co-production of military equipment in Spain is seen as a prime 
means to develop Spain's technical expertise. Within the military 
market. U.S. firms are actively pursuing projects to supply air 
defense missiles. anti-tank weapons. and helicopters. There are 
also good prospects for sales related to the Spanish decision of 
last year to buy F-18 aircraft. 


SERVICES: Although predominantly a service economy. Spain is an 
appealing market for U.S. exports of services. American banking is 
already well established here. Insurance firms are looking at some 
significant new markets being opened through new regulations on 
pension funds. Leasing is also a growing phenomenum due to the 
tight capital market. particularly in equipment for smaller export 
manufacturers. Franchising has taken hold in the fast food 
business. and is spreading to other areas such as retail outlets. 
Entertainment continues to be a lucrative field for U.S. service 
sales. although new regulations on imported movies and video 
programs make the business difficult. 


In order to fill a gap in market information. the Embassy has begun 
to direct market research activities to service industries. A first 
step in this direction is a contracted market profile on health care 
services. an undertaking so new that only one Spanish market 
research firm has had any experience in it. Funds have been 
requested to conduct other market research in service industries. 


A longer term service industry the U.S. Foreign Commercial Service 

(FCS) is beginning to promote more actively. is travel to the USA. 

Good prospects for this business will justify an ambitious program 
of promotional activities that will be implemented with the support 
of the United States Travel and Tourism Agency. 


INVESTMENT: After leading the pack for several years. US direct 
investment in 1983 was number three after Germany and France. Much 
of that was to increase working capital rather than for new 
facilities. The Ford and General Motors plants are doing very well 
and have firmly established themselves among Spain‘’s premier 
exporting companies. On the other hand. the depressing effects of a 
slack domestic economy on sales of electric power generation and 
transmission equipment have caused two major American investment in 
Spain to declare suspensions of payments (roughly equivalent to 
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Chapter 11 receivership). As can be expected. new US investment in 
Spain now is leaning toward high technology export industries such 
as electronics. 


Spanish investment abroad suffered a severe decline in 1983. 
However. there is active promotion of investment abroad that could 
facilitate additional Spanish exports. Recognizing this fact. FCS 
organized a US Trade and Investment Conference for Madrid and 
Barcelona this May. aimed at attracting Spanish exporters to 
possible investment opportunities in the United States as well as 
promoting US exports. 


PROMOTIONAL EVENTS: The Foreign Commercial Service in Spain has 
planned several major promotional activities for the coming year. 

In March we had a USA stand at SICUR. Spain's premier security and 
safety equipment show. Also in March. FCS assisted the National 
Marine Fisheries Service to exhibit American sea food at Spain's 
largest and most prestigious food industry show. Alimentaria, which 
is held each year in Barcelona. In May. FCS will have US Trade and 
Investment.Days put on in cooperation with thirteen of the States’ 
development agencies. 


Further along in 1984. we hope to once more have a US exhibition at 
the SIMO Computer and Electronics Show in Madrid, followed by a US 
presence at Expoquimica in Barcelona. Spain's major chemical 

industry show. Early in 1985. FCS will work with the United States 
Travel and Tourism Agency to have a USA Pavilion at FITUR. Spain's 
internationally renowned tourism show. If you have an interest in 
any of these promotional events please contact us at either of the 


following addresses: 
Foreign Commercial Service Foreign Commercial Service 


U.S. Embassy Madrid U.S. Consulate General Barcelona 
APO New York 09285 Box 5, APO New York 09285 


® U.S. GOVERNMENT PRINTING OFFICE: 1984- 421-907:611 
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